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Chairman Ollila,
Fellow business leaders,
Distinguished speakers and guests,

It is my great pleasure to speak to you today to present the work that UNICE — the
Confederation of European Business — is pursuing on EU-Russia relations. As | don’t
want to prevent you from enjoying this fine meal, | will only speak briefly and sketch out
our main objective and how that may relate to energy issues.

Ladies, Gentlemen, we have a problem - a problem that business can help solve.
Every time UNICE raises relations with Russia with EU authorities, we hear the same
thing: Russia is a long term prospect and negotiations with the Russian government
are complex. When | ask my friends among the Russian business community what
their government tells them about the EU, the story is largely the same but the other
way around. Consequently, when we look at the state of EU-Russian economic
relations, there are a lot of plans, discussions and great ideas — but they all aim to
settle today’s problems some time in a far off future. We need more than diplomatic
discussions between the EU and Russia. We need concrete progress for business.

EU and Russian business should not accept this state of affairs. We are both
committed to deepening economic integration, to increasing trade and to investing in
each other’'s markets. Recent proposals for cross-border mergers between EU and
Russian companies have shown that there are still sensitivities which need to be
overcome. Some of these sensitivities are purely political (Arcelor-Severstal) and can
be overcome by shareholder decision but others present more sophisticated legal
challenges associated with EU competition law and sometimes unclear Russian
policies on foreign direct investment.

Consequently, it is time for business to step up the pressure on our respective
governments to take a determined step towards closer economic integration. From a
UNICE perspective, that step is a fully fledged free trade agreement between the EU
and Russia. On Monday 3 July, President Barroso of the European Commission
proposed the idea of an EU-Russia Free Trade Agreement and we fully support that
proposal.

Free trade negotiations are the only way for us to shift from discussing process to
discussing substance — and business is always looking for substance — in the EU-
Russian economic relationship. And here are the reasons why.
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1. Russia is concluding negotiations on its entry into the WTO. UNICE is an active
supporter of the current round of Doha Development Agenda negotiations
which should open some of the most protected markets in the world by
requiring countries such as India or Brazil to match what Russia will commit to
under its accession negotiations. | am reassured by the comments from my
Russian business colleagues that they are pushing hard to resolve the
outstanding issues. This will be a major step to integrating Russia into the world
economy, although it will also increase competition from emerging countries like
China and India. The EU and Russia can strengthen their competitiveness vis-
a-vis the emerging countries with a free trade agreement.

2. The current EU-Russia Partnership and Cooperation Agreement — which was
negotiated in the early 1990s — is out of date. | think we can agree that the EU-
Russia require a much deeper level of commitment to one another given the
rapid trade and investment growth over the last few years.

3. Clearly, our joint trade and investment potential is underdeveloped. Although
growing, our total two-way trade amounts to only around €150 billion which is
very low considering the size of the EU and Russia. In addition, over 50% of
Russian exports to the EU are in energy. Russia cannot depend on energy
exports alone and must boost its manufacturing and services capabilities and to
increase its industrial and services exports to Europe. A much closer and
deeper relationship with the EU can help by stimulating more foreign direct
investment (FDI) in Russia.

4. Current EU FDI in Russia amounts to less than €17 billion annually. A recent
European Round Table study “Taking the EU-Russia Relationship to the Next
Level” has highlighted the huge investment potential in Russia. But to harness
that potential, EU firms and investors need greater legal security and access,
just as Russian companies want greater access to EU investment markets.

5. Finally, the EU and Russia are committed to a “strategic” partnership. In
UNICE’s opinion, only a broad coverage free trade agreement, and we hope
that this was the idea that President Barroso conveyed to Russia last week in
Helsinki, can stimulate the trade and investment links required to make this
strategic partnership a reality.

Now | need to briefly explain how energy could possibly fit into this UNICE vision of an
EU-Russia free trade agreement. The EU and Russia need a strong economic
framework to underpin the growing trade and investment relationship and the shared
commitment to stability in Europe. Russia is also a potential economic giant which
shares a common border and long standing trade relationship with the EU. Therefore,
we feel that a future free trade agreement must be as broad in coverage as possible.

To maximise opportunities for Russian and European business, a future FTA must
therefore cover a broad range of issues including trade in industrial goods (tariffs and
non tariff barriers) investment, trade facilitation (customs procedures), services
liberalisation, intellectual property rights, regulatory convergence, energy and
competition policy. In other words, an agreement with Russia should resemble the
European Economic Area (EEA) agreement that the EU has with other key partners in
Europe such as Norway. This would enable Russia to take advantage of the Single
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Market — the EU’s greatest asset — while maintaining its independence for non-
economic issues.

In UNICE’s view, such a broad coverage free trade arrangement could also tackle
some of the challenges in the energy partnership. Indeed, the basic challenges that we
face in energy are

— how to promote cross border investment in energy production, transport
and distribution;

— how to provide more security of supply and secure access to consumer
markets and;

— how to deal with the thorny issue of competition policy in energy
distribution.

Rather than dealing with each issue separately, we think that all economic issues
should be on the negotiating table. Only by tackling these issues jointly in a broad
coverage free trade arrangement, will we be able to find the best trade offs between
our two trading giants to come to a fair deal for both sides.

Of course, there are also issues that need to be dealt with beyond FTA negotiations.
Russia is a key partner for the EU in international negotiations on climate change.
However, | think that Russian business will agree that, in the future, we need to
convince all major industrial countries — including the US, China and India — to adopt a
common approach to this complex challenge. This may involve a new approach which
combines energy security, energy efficiency and the development of new technologies
to reduce or to capture carbon and other emissions. | would also argue that business,
cooperating across borders, needs to play a bigger role in these debates to ensure that
new approaches are economically sustainable because we will not be able to afford
environmental improvements without strong economic growth.

To sum up this short presentation, it should be quite clear to you that UNICE’s vision
for a deeper EU-Russia economic relationship is to prepare for the launch of free trade
agreement negotiations as soon as Russia becomes a member of the WTO. This is not
going to be an easy task and our governments are going to be nervous about each and
every issue. But | think that if we, as a business community, are serious about
developing a truly strategic partnership with Russia then we need to start negotiations
on substance that deliver real results for business and for growth and jobs in Greater
Europe.

Thank you
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Annex: Possible questions from the audience

1. How can energy be integrated into a Free Trade Agreement?

— Several FTAs include energy chapters. The North American Free Trade
Agreement (NAFTA) between the US, Canada and Mexico includes an energy
chapter which covers:

the right and protection of investors in production

investor access in transport/distribution of energy

security of supply guarantees (6 month supply stability)

security of access guarantees

a dispute settlement mechanism

f. competition provisions

— By combining trade, investment, security of supply & access and competition
rules, an EU-Russia FTA could solve many issues in the energy sector.

— The advantage of FTA negotiations is that both sides can make requests and
have to make concessions. It would be a more balanced approach for the EU-
Russia relationship.

PoOT O

2. How can Russia, whose industry is less competitive than the EU’s
industry, commit to free trade negotiations?

— WTO accession will increase competition from China/India on its home market
and in the EU market. Russia has an interest in boosting its competitiveness by
increasing trade and investment links with the EU.

— 50% of Russia’'s exports go to the EU already. By reducing trade barriers
further, Russia could guarantee its market access to the EU.

— EU and Russian industries are becoming increasingly integrated due to
investment links (automobiles, appliances/electronics, resource sector, services
— especially financial sectors). An FTA would strengthen these links and the
competitiveness of industries.
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